A parsimonious model to forecast financial distress, based on audit evidence  by Sánchez, Carlos Piñeiro et al.
Contaduría y Administración 58 (4), octubre-diciembre 2013: 151-173
$SDUVLPRQLRXVPRGHOWRIRUHFDVWÀQDQFLDO
distress, based on audit evidence
Fecha de recepción: 15.12.2011                                                                         Fecha de aceptación: 30.03.2012
Abstract
This paper provides evidence that audit reports convey 
relevant evidence for inferring the existence of under-
O\LQJ XQUHYHDOHG ÀQDQFLDO LPEDODQFHV8QOLNH SUHYLR-
XVZRUNVZKLFKVWXGLHG86OLVWHGÀUPVEDQNUXSWF\RXU





statements. We use this evidence to build and test a parsi-
PRQLRXVDQGUHOLDEOHIRUHFDVWPRGHO6HYHUDOLPSOLFDWLR-
ns for auditors’ independence, information quality, and 
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(VWH DUWtFXOR SURSRUFLRQD HYLGHQFLD GH TXH ORV LQIRUPHV GH DXGLWRUtD FRQWLHQHQ
HYLGHQFLDVUHOHYDQWHVSDUDLQIHULUODH[LVWHQFLDGHGLVIXQFLRQHVÀQDQFLHUDVODWHQWHV
$GLIHUHQFLDGHWUDEDMRVSUHYLRVTXHKDQHVWXGLDGRHOIDOORÀQDQFLHURHQJUDQGHV




con salvedades e incumplimientos de los plazos legales para aprobar y registrar las 
FXHQWDVDQXDOHV(PSOHDPRVHVWDVHYLGHQFLDVSDUDFRQVWUXLU\YHULÀFDUXQPRGHOR
simple, o parsimoniosoFDSD]GHDQWLFLSDUHÀFD]PHQWHHVDVGLVIXQFLRQHV6HGLV-
cuten las implicaciones para la independencia del auditor, la calidad de la informa-




When a company disappears or becomes insolvent there are serious implications 
for many external and internal economic agents; obviously, shareholders but also 
moneylenders, clients and suppliers, employees and the authorities themselves. 
That’s why business failure has been a recurrent topic in literature, and the deve-
lopment of forecast methods has been one of the priority objectives for Financial 
Research.




independent variables, thus they rely on the quality of accounting information. 
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quality of accounting information; they have been adopted by more than one hun-
GUHGFRXQWULHVDURXQGWKHZRUOGLQFOXGLQJ6SDLQ
1RWZLWKVWDQGLQJWKHVHUXOHVWKHH[WHUQDODXGLWLVWKHPDLQJXDUDQWHHRIWKHTXD-
OLW\ DQG UHOLDELOLW\ RIÀQDQFLDO LQIRUPDWLRQ$XGLWRUV DUH FRPPLWWHG WR LVVXH DQ
H[SHUWRSLQLRQDERXWZKHWKHUÀQDQFLDOVWDWHPHQWVKDYHEHHQGHYHORSHGDFFRUGLQJ
WRJHQHUDOO\DFFHSWHGDFFRXQWLQJSULQFLSOHV *$$3DQGFRQYH\D IDLU H[SUHV-
VLRQRIWKHÀQDQFLDODQGHFRQRPLFVLWXDWLRQRIWKHFRPSDQ\'LVWUHVVHGFRPSDQLHV
XVXDOO\ WU\ WR DYRLG GLVFORVXUHV E\PDNLQJ DEQRUPDOO\ KLJK DFFUXDOV +HUERKQ
DQG5DJXQDWKDQEXWWKHVHDGMXVWPHQWVDUHQRWHDV\WRLQWHUSUHW$UQHGRet 
alDQLQFUHDVHRIDFFRXQWVUHFHLYDEOHPLJKWEHLQWHUSUHWHGDVDVLJQRIWKH
growth in sales but, also, might be caused by changes in sales policies aimed at, 
SUHFLVHO\KLGLQJGHFOLQLQJVDOHV2IFRXUVHWKHVHDFFUXDOVPD\OHDGWRTXDOLÀHG
UHSRUWV)UDQFLVDQG.ULVKQDQWKXVGLVWUHVVHGFRPSDQLHVKDYHDQLQFHQWL-
ve to hire low quality auditors, and to undermine auditors’ independence in order 
to “manage” audit reports. Previous research has found evidence supporting that 
ODWHQWÀQDQFLDOGLVWUHVVPDQLIHVWVLWVHOILQGLUHFWO\LQFHUWDLQDQRPDORXVH[WHUQDO









a novel contribution as the previous research had been focused on the descriptive 
VWXG\RIWKHDXGLWIHDWXUHVLQÀQDQFLDOO\LQVWDEOHFRPSDQLHVHVSHFLDOO\LQ$QJOR
6D[RQFRXQWULHV+RZHYHUWKHUHKDVEHHQQRFRQVLGHUDWLRQRQXVLQJWKRVHIHDWX-
res to establish a complementary analysis to those performed by the conventional 
0'$RUORJLWPRGHOVZKLFKDUHEDVHGRQÀQDQFLDOUDWLRVWKLVLVSDUWLFXODUO\WUXH
LQWKHFDVHRIVPDOOFRPSDQLHV2XUUHVHDUFKSURYLGHVDUHOLDEOHIRUHFDVWPRGHO
that achieves a high hit rate and that depends on objective variables derivable 
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from the audit reports; this model provides useful results to clarify the effects of 
information asymmetries and the balance of power between the auditor and his/her 
client with respect to the quality of the general accounting information and, par-
WLFXODUO\RI WKHDXGLW UHSRUW ,QDGGLWLRQ LW IRUPDOLVHV WKH ORJLFDO OLQNVEHWZHHQ
























DQG EDQNUXSW FRPSDQLHV %HDYHU  +RZHYHU LW ZDV QRW ORQJ EHIRUH WKH
business failure was described as a complex process caused by –and manifested 
LWVHOI LQ²PXOWLSOHYDULDEOHV6LQFHWKHUHOHDVHRI$OWPDQ·VUHVHDUFKSDSHUV$OW-
PDQWKHGRPLQDQWPHWKRGRORJLFDODSSURDFKKDVEHHQDSSO\LQJPXOWLYDULDWH
PHWKRGV²HVSHFLDOO\PXOWLSOHGLVFULPLQDQWDQDO\VLV0'$DQGWKHlogit or probit 
PRGHOV2KOVRQ²RQWLPHVHULHVVDPSOHVRIKHDOWK\DQGEDQNUXSWFRPSD-
$SDUVLPRQLRXVPRGHOWRIRUHFDVWÀQDQFLDOGLVWUHVVEDVHGRQDXGLWHYLGHQFH
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QLHV7KHVHPRGHOVXVHÀQDQFLDOUDWLRVDVLQGHSHQGHQWYDULDEOHVDQGLQVRPHFDVHV
DOVRPDUNHWLQIRUPDWLRQHJSURÀWDELOLW\ULVN3(5SULFHERRNYDOXHHWFDQG
PDFURHFRQRPLF LQGLFDWRUV WRH[SUHVV V\VWHPDWLF ULVN IDFWRUV 5RVHet al
0HQVDK/LX
5HFHQWO\DSURPLVLQJEUHDNWKURXJKKDVEHHQDFKLHYHGZLWKWKHDSSOLFDWLRQRIKHX-








Whatever the methodology, the inference process is based on the companies’ pub-
OLFLQIRUPDWLRQZKLFKLVDYDULDEOHFRPELQDWLRQRIDFFRXQWLQJLQIRUPDWLRQPDUNHW
information, and qualitative measures about the quality of management (Peel et 
al.HDVH\DQG:DWVRQ([WHUQDODXGLWSOD\VDFULWLFDO UROHDV WKH
main guarantee of the quality of accounting data.
Auditors are committed to reduce the information asymmetries between manag-
ers, shareholders, and external users of accounting information, by ensuring that 
this information is reliable and revealing relevant GAAP non-observances. Pre-
YLRXVZRUNV KDYH IRXQG D FRUUHODWLRQ EHWZHHQ GLVFUHWLRQDU\ DFFUXDOV DXGLWRU·V
TXDOLW\ÀQDQFLDOGLVWUHVVDQGTXDOLÀHGUHSRUWV%XWOHUet al$UQHGRet al, 
 %OD\  GLVWUHVVHG FRPSDQLHV KDYH DQ REYLRXV LQFHQWLYH WR FRQFHDO










also convey information about audit quality.
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A part of the research has found little evidence of this relationship, and the hy-
SRWKHVLVWKDWTXDOLÀFDWLRQVGRQRWKDYHVSHFLÀFLQIRUPDWLRQFRQWHQWKDVWDNHQKROG
RYHUWKH\HDUV(OOLRW'RGGet al%HVVHOOet al7KHVRFDOOHG
neutrality hypothesis has been used as an argument to explain the apparent low ca-






XQFHUWDLQWLHV6HYHUDOZRUNVKDYH IRXQG WKDW LQYHVWRUVSHUFHLYHDXGLW UHSRUWV DV
LQIRUPDWLYH'RSXFKet al/RXGGHUet al
,QIDFWDQDXGLWRULVQRWHQJDJHGWRDFWDVDÀQDQFLDODQDO\VWDQGVHDUFKIRUÀQDQ-
cial imbalances, but only to express a professional opinion about the fairness of 
ÀQDQFLDOVWDWHPHQWV$cleanUHSRUWLVFRPSDWLEOHZLWKVHYHUHÀQDQFLDOLPEDODQFHV
as long as the auditor considers that GAAP has been rigorously applied, and the 
information conveyed by the annual accounts can be considered reliable. Actually, 
only a few critical uncertainties are directly connected to the company’s survival, 
and even in these cases, the company may be able to avoid failure by applying 
PDMRUFRUSRUDWH UHVWUXFWXULQJSODQV ,Q WKH6SDQLVKFDVHDUWRI WKH/DZRQ
$FFRXQW$XGLWLQJ²UHGUDIWHGE\/DZ1²KDVPRGLÀHGWKHFULWHULDWRUHYHDO
uncertainties by applying a restrictive interpretation of the auditor’s functions: up 
WRWKLVGD\XQFHUWDLQWLHVKDGWREHVSHFLÀFDOO\UHFRUGHGDVTXDOLÀFDWLRQV+RZHY-
HUWKHQHZ6SDQLVKDXGLWLQJVWDQGDUGVHVWDEOLVKWKDWLIWKHXQFHUWDLQW\LVSURSHU-









affect the going concern principle.
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0RUHRYHUWKHQDWXUHDQGÀQDQFLDOLPSOLFDWLRQVRIWKHTXDOLÀFDWLRQVPD\EHYHU\
different2; their evaluation also depends on several subjective factors, e.g. auditors’ 
NQRZOHGJH WKRURXJKQHVV DQGPDWHULDOLW\ OHYHOV DSSOLHG )UDQFLV DQG.ULVKQDQ
,QIDFWGLVFXVVLQJWKHIRUHFDVWLQJUHOHYDQFHRITXDOLÀFDWLRQVDQGPRGLÀHG
DXGLW UHSRUWV LPSOLHVPDNLQJ MXGJPHQWVDERXWDXGLWTXDOLW\ DQGDXGLWRU·V LQGH-
pendence.
Although they are supposed to act as independent experts, the company discretion-
ally hires auditors; this places them in a potentially tense position with their clients 
.ULVKQDQDQG.ULVKQDQ%OD\(FRQRPLFRULQWHUHVWUHODWLRQVKLSV²




understand, any type of consultancy service in general– to the company subject to 
DXGLWLQJRULWVDIÀOLDWHVH[FHSWZKHQWKHVHUYLFHVDUHSURYLGHGE\DGLIIHUHQWOHJDO
entity managed by a different board of directors, and/or when those services are 
related to issues with very little impact on the annual accounts subject to analysis. 
The receipt of professional fees is also forbidden except when they are of relative-
O\PLQRULPSRUWDQFHFRPSDUHGWRWKHWRWDOLQFRPHRIWKHDXGLWRU+RZHYHUHYHQ




fact that other services are being hired. This is strictly prohibited; however it’s no 
wonder that this issue is subliminally present in the contract negotiations between 
the company and the auditor, as well as in the creation of the corresponding letter 
of engagement.
6RPH HYLGHQFH LQGLFDWHV WKDW LQIRUPDWLRQDO DV\PPHWULHV DQG WKH VWUDWHJLF DS-
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RSLQLRQPDNLQJSURFHVV&LWURQDQG7DIÁHU.ULVKQDQDQG.ULVKQDQ
7XFNHUDQG0DWVXPXUD&KHQet al7KHRSLQLRQPDNLQJSURFHVVLV
determined by the effect the auditor expects his report will have on the way the 
company interacts with its surroundings, particularly the effect on the quotes of 
SXEOLFO\WUDGHGFRPSDQLHV2QFHDJDLQEHFDXVHRIWKHLQIRUPDWLRQDODV\PPHWULHV
DXGLWRUVPLJKWEHUHOXFWDQWWRUHOHDVHRSLQLRQVWKDWPD\UHYHDOODWHQWÀQDQFLDOG\V-
functions and precipitate the failure; for example, by instilling suspicion into the 
moneylenders or by altering the materials supply or by increasing the interest rates 
DSSOLHGLQVHYHUDOUHÀQDQFLQJRSHUDWLRQV.LGDVXJJHVWHGWKDWHYHQZKHQ
it is widely assumed that the company will fall into an imminent business failure, 
auditors may decide not to issue an opinion with critical uncertainties with respect 
to the continuity of the company. This is the basis of the hypothesis of VHOIIXOÀOOLQJ
prophecy: under some circumstances, auditors might avoid disclosures in fear that 
WKHLURSLQLRQFDQSUHFLSLWDWHWKHIDLOXUH6RPHUHVHDUFKHUVFODLPWKDWWKHDXGLWRUV
may have the tendency to interpret evidence optimistically, that is, to give more 
weight to the evidence supporting the survival of the company.




to describe the interactive nature of this relation, and the underlying information 
DV\PPHWULHV )HOOLQJKDP DQG 1HZPDQ  7HRK  0DWVXPXUD et al., 
7XFNHUDQG0DWVXPXUD
7KLVUHVHDUFKSURJUDPKDVVXSSOLHGDGHHSNQRZOHGJHDERXWDXGLWRUV·EHKDYLRXU
LQ GLVUXSWHG FRPSDQLHV&RPSDQLHV WKDW FKDQJH WKHLU DXGLWRU VHYHUDO WLPHV RE-
WDLQTXDOLÀHGDXGLWUHSRUWVOHVVIUHTXHQWO\/HQQR[ZKLOVWLWKDVEHHQRE-
served that distressed companies change their auditor more frequently than av-
HUDJH 6FKZDUW]DQG0HQRQ6FKZDUW]DQG6RR5XL]DQG*yPH]
/LNHZLVHDXGLWRUVWHQGWRLVVXHFOHDQUHSRUWVZKHQWKHUHDUHUHDVRQVWREH
concerned about whether the client will not renew the contract or will cancel it 
SUHPDWXUHO\%OD\
,QIDFWLPEDODQFHGÀUPVKDYHLQFHQWLYHVWRVHOHFWYXOQHUDEOHDXGLWRUVDQGWRDSSO\
rotation strategies in order to gain a dominant position over the auditor, and “plan” 
WKHUHSRUWV )UDQFLVDQG.ULVKQDQ&KHQet al WKLVDFWLRQ LVRIWHQ
$SDUVLPRQLRXVPRGHOWRIRUHFDVWÀQDQFLDOGLVWUHVVEDVHGRQDXGLWHYLGHQFH
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UHODWHGWRDQDWWHPSWWRKROGEDFNWKHUHOHDVHRIPRGLÀHGRSLQLRQUHSRUWVDQGRU
JRLQJFRQFHUQGLVFORVXUHV)URPWKLVSRLQWRIYLHZWKHWUHQGWRPDNHVKRUWWHUP
arrangements could be interpreted as an attempt to disable the effectiveness of the 
legal limitations with respect to the minimum duration of the audit contracts3.
6HYHUDOFRXQWULHVKDYHLPSOHPHQWHGPDQGDWRU\FKDQJHVLQRUGHUWRDYRLGWKHGH-
velopment of economic dependencies and/or an excessive closeness to the client, 
which might undermine auditor’s independenceWKLVFDQFUHDWHFRQÁLFWVRILQWHU-
est, in the same way that the ratings issued by rating agencies may be biased by the 
HFRQRPLFLQWHUHVWVRILWVRZQHUVZKRDUHDOVRSURÀWJXLGHGLQYHVWRUV+RZHYHU
evidence on the so-called opinion purchase is inconclusive and requires a more 
VSHFLÀFVWXG\WRFODULI\WKHH[WHQWRIWKHDXGLWRU·VYXOQHUDELOLW\ZLWKUHVSHFWWRKLV
HFRQRPLFGHSHQGHQFHWKHVL]HDQGGLYHUVLÀFDWLRQRIKLVFOLHQWSRUWIROLRDQGKLV








demise of the company; on the other hand, covenants to extend the payment terms 





tensions that prevents timely payments due to liquidity problems, even if this si-
WXDWLRQGRHVQRWFDXVHDQLUUHYHUVLEOHEDQNUXSWF\
3&RQWUDFWVLQ6SDLQPXVWODVWIRUDPLQLPXPRIWKUHH\HDUVDUWTXDUWHURIWKH/DZGXULQJWKDWWLPH
the contract cannot be cancelled without good cause.
0DQGDWRU\URWDWLRQGRHVQRWH[LVWLQ6SDLQ
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7KLV VSHFLÀFDWLRQ LV DOVR FRKHUHQWZLWK WKHXVXDO SUDFWLFH RIÀOLQJ IRUÀOHG IRU
EDQNUXSWF\ SURWHFWLRQ QRZDGD\V GHÀQHG DV YROXQWDU\ EDQNUXSWF\ SURFHHGLQJV
IRUFUHGLWRUVLQ6SDQLVKODZWRDYRLGFULPLQDOUHVSRQVLELOLW\LQLPPLQHQWEDQNUXS-
tcy situations (Pozuelo et alLIWKLVOLQHRIUHDVRQLQJLVFRUUHFWWKHPDMRULW\
RI WKH FRPSDQLHV XQGHU ÀQDQFLDO VWUHVVZLOO XUJH EDQNUXSWF\ SURFHHGLQJV WKXV
improving the reliability of our model. 
Independent variables
Assessing the information content of the audit reports and the ability of auditors 
to convey relevant signals to forecast business failure is extremely controversial. 
,QGXFWLYH UHDVRQLQJ LV UHTXLUHG WRGHGXFHZKHWKHU WKHTXDOLÀHGRSLQLRQVDQGRU
the uncertainties proposed in each case by the auditor are helpful to assess the 
ULVNV7KLVVLJQLÀFDQFHLVRQO\NQRZQLQDUHOLDEOHZD\ex post. Therefore, despite 
KDYLQJPDGHFRQVLGHUDEOHDGYDQFHVLQWKHFRGLÀFDWLRQRITXDOLÀFDWLRQVUHJDUGLQJ
WKHLUSRWHQWLDOÀQDQFLDOLPSDFWLQWKLVVWXG\ZHXVHDVLPSOLÀHGVHWRIH[SODQDWRU\
variables inspired by three principles: objectivity, simplicity, and direct derivabi-
lity from the audit reports. All of the variables are supported by previous research, 
DOWKRXJKFLWHGZRUNVZHUHSHUIRUPHGRQVDPSOHVRIODUJHSXEOLFO\TXRWHGÀUPV
Proportion of audited years (pyears7KLVYDULDEOHDOORZVXVWRFRQWUROWKH
FRPSDQ\·VVL]HZKLFKLVDGRFXPHQWHGIDFWRURIÀQDQFLDOULVN5 – and enhance 
the expression of certain anomalous behaviour, as the non-compliance with 
the auditing obligation. This variable is not interpreted as a predictive factor, 









1XPEHU RI critical TXDOLÀHG DXGLW UHSRUWV pcqual ,Q WKLV FDVH FULWLFDO
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compliances with the GAAP that are empirically related to business failure 
situations, e.g. irregular capitalisation of expenses.
Auditor type (auty7KHYXOQHUDELOLW\RI WKHDXGLWRUXQGHUSUHVVXUH IURP
WKHFRPSDQ\LVHVSHFLDOO\UHODWHGWRKLVKLJKRUORZSURÀOHDVZHOODVWKH
degree of his economic dependence. Therefore, the interactions may be less 
IUHTXHQWLQWKHFDVHRIDXGLWRUVZKRDUHPHPEHUVRIWKHÀUPDQGHYHQOHVV
IUHTXHQW LQ WKH FDVH RIPXOWLQDWLRQDO DFFRXQWLQJÀUPV7KLV YDULDEOH KDV












we also excluded those companies with less than two audit reports available6DP-
SOLQJZDV FDUULHG RXW DFFRUGLQJ WR WKH LQIRUPDWLRQ VXSSOLHG E\ WKH6$%, ,EH-
ULDQ%DODQFHVKHHWV$QDO\VLV6\VWHPDQGWKH&RPPHUFLDO5HJLVWU\IRUWKHSHULRG
.
Preliminary statistical analysis showed extremely anomalous failure rates in buil-
ding industry and real estate activities; this bias was caused by external exceptio-
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Method
Given the dichotomous character of the dependent variable and the nature of the in-
dependent variables, our study is based on a logistic (logitUHJUHVVLRQPRGHO7KLV
allows us to estimate the probability of a company – with particular characteristics 
regarding the auditing process (number of reports, nature and proportion of quali-
ÀFDWLRQVGHJUHHRIFRPSOLDQFHZLWKWKHUHJLVWU\REOLJDWLRQVHWF²EHLQJVXEMHFW
WRÀQDQFLDOG\VIXQFWLRQVGULYLQJWKHFRPSDQ\WREXVLQHVVIDLOXUH/RJLWPRGHOVGR





EHDELQDU\YDULDEOHH[SUHVVLQJWKHÀQDQFLDOKHDOWKRIWKHMth company (zero 
if j is empirically healthy, and oneLIMKDVÀOHGIRUEDQNUXSWF\SURWHFWLRQOHW;
h
 
be the independent variable hth. The logit model can be expressed as:
   









} ending in 
business failure.
Results and discussion
The model has been estimated following a stepwise procedure, in order to select 
WKHPRVWVLJQLÀFDQWVXEVHWRISUHGLFWRUV7KUHHYDULDEOHVDUHVLJQLÀFDQWLQWKHÀQDO
model:
1RQFRPSOLDQFH ZLWK GHDGOLQHV WR DSSURYH DQG ÀOH DQQXDO ÀQDQFLDO
statements (GHOÀO $FFRUGLQJ WR RXU UHVXOWV WKLV LV WKH PRUH UHOHYDQW
YDULDEOHJLYHQWKHDVVRFLDWHGRGGVUDWLR25 (
The average length of the contracts (lengthZLWKDQHJDWLYHFRHIÀFLHQWDQG
an odds-ratio less than one; therefore, the longer the contract is, the lower 
WKHRGGVRIWKHFRPSDQ\VXIIHULQJÀQDQFLDOGLVWUHVV2XUUHVXOWVLQGLFDWHWKDW
HDFKDGGLWLRQDO\HDUFRUUHVSRQGVWRDGHFUHDVHRILQWKHOLNHOLKRRG
7KH SURSRUWLRQ RI TXDOLÀHG RSLQLRQ UHSRUWV pqual WKH RGGVUDWLR LV
$SDUVLPRQLRXVPRGHOWRIRUHFDVWÀQDQFLDOGLVWUHVVEDVHGRQDXGLWHYLGHQFH
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statistically different from one, given the results of the Wald test and 
WKH H[WUHPHYDOXHV RI WKH FRQÀGHQFH LQWHUYDO IRU WKHRGGVUDWLR WKXVZH
FDQUHOLDEO\DVVXPHWKDW WKLVYDULDEOHKHOSVHYDOXDWH WKHUHODWLYHULVNRID
FRPSDQ\ UHFHLYLQJ DGGLWLRQDOPRGLÀHG UHSRUWV 2XU UHVXOWV LQGLFDWH WKDW
HDFKRIWKHVHPRGLÀHGRSLQLRQVLQFUHDVHWKHULVNWR
$OOWKHVHFRHIÀFLHQWVDUHVWDWLVWLFDOO\VLJQLÀFDQWIRUD = 0.01 and their signs are 
FRKHUHQWZLWKSUHYLRXVUHVHDUFKDQGZLWKÀQDQFLDOWKHRU\7KHDYHUDJHOHQJWKRI
the contracts is negatively related to the estimated failure odds. Therefore, these 










SDUWLFXODUO\1DJHONHUNH·V52, have satisfactory values for an empirical exploratory 




Healthy Distressed Healthy Distressed
$YHUDJH SD $YHUDJH SD $YHUDJH SD $YHUDJH SD
pyears     GHOÀO 1.13  1.10 0.10
length     tmatch 0.10 0.10  0.13
Pqual     propcam   0.33 
pqualg  2.50   naudit  0.12  0.13
2EVWUX 1.10 0.10 1.13  auty 2.20 0.11  
nonau 1.20 0.13  0.13
Carlos Piñeiro Sánchez, Pablo de Llano Monelos y Manuel Rodríguez López










tionships between the company and the auditor as being governed by informational 
asymmetries; this context is suitable to implement opportunistic strategies aimed 
at biasing the collection and interpretation of audit evidence, and the opinion- ma-
Model’s 
FRHIÀFLHQWV
B E.T. Wald gl Sig. Odds-ratio
I.C. 95.0% for 
OR
length -0.32   1 0.03  0.55 
pqual 0.03 0.01  1 0.00 1.03 1.01 
GHOÀO   0.00 1 1.00 ( 0.00 .
&RQVWDQW   0.00 1 1.00 0.00
Hosmer and Lemeshow test Models Summary
6WHS &KLVTXDUH gl 6WHS












+HDOWK\   
'LVWUHVVHG 13  
*OREDOSHUFHQWDJHFXWRIIYDOXH  
&RQVWDQW pqual GHOÀO /HQJWK
&RQVWDQW 1.000 .000 -1.000 .000
/HQJWK .000 .102 .000 1.000
Pqual .000 1.000 .000 .102
'HOÀO -1.000 .000 1.000 .000
$SDUVLPRQLRXVPRGHOWRIRUHFDVWÀQDQFLDOGLVWUHVVEDVHGRQDXGLWHYLGHQFH
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NLQJSURFHVV)LUVWWKHGXUDWLRQRIWKHFRQWUDFWV²ZKLFKLVDPHDVXUHLQYHUVHWR
WKH DXGLWRU WXUQRYHU UDWH ² LV OLQNHG WR WKH FRPSDQ\·VÀQDQFLDO KHDOWK+HDOWK\
FRPSDQLHVDUHSURQHWRUHO\RQWKHVDPHDXGLWRUWRPDNHWKHUHSRUWVGXULQJORQJHU







\HDUVZHUHPRUH OLNHO\ WR LVVXHDJRLQJFRQFHUQRSLQLRQDOORWKHU WKLQJVEHLQJ
HTXDOZKLOHVRPHSULFHOHVVZRUNVVXJJHVWWKDWDXGLWHIIHFWLYHQHVVPLJKWGHFUHDVH
DIWHUWKHÀUVW\HDURIWKHFRQWUDFW%HFNet alRXUUHVXOWVLQGLFDWHWKDWORQJ
term contracts do not seem to undermine auditors’ independence.
$YDLODEOHHYLGHQFHLQGLFDWHWKDWGLVWUHVVHGÀUPVFKDQJHDXGLWRUVPRUHIUHTXHQWO\
WKDQRWKHUV6FKZDUW]DQG0HQRQ6FKZDUW]DQG6RR5XL]DQG*y-
PH]&KHQet al WKLVFRUURERUDWHVSUHYLRXV UHVXOWV HJ6LPXQLF
DQG5RELQVRQWKDWZDUQWKHH[LVWHQFHRIVFHQDULRVZKHUHWKHDXGLWRU·V
independence is threatened by power and/or economic dependence asymmetries 
WKDWPD\OHDYHKLPLQDYXOQHUDEOHSRVLWLRQ:HWKLQNLWLVUHDOLVWLFWRVD\WKDWGLV-
WUHVVHGÀUPVWU\WRSUHYHQWWKHDXGLWRUIURPUHYHDOLQJWKHLUÀQDQFLDOLPEDODQFHV
²WKURXJKTXDOLÀFDWLRQVDQGRUXQFHUWDLQWLHV²with the help of their hiring policy. 
,W LV LQWHUHVWLQJWRSRLQWRXW WKDW WKHYDULDEOHV´SURSRUWLRQRITXDOLÀHGDXGLWUH-
ports” and “average length of the contracts” have a small empiric correlation but 
are positive (U DQGWKHUHIRUHZHVXJJHVWDGHWDLOHGVWXG\WRFKHFNLIWKH 
DFFXPXODWLRQRITXDOLÀFDWLRQVLVDFWXDOO\OHVVSURPLQHQWLQFRPSDQLHVZLWKDKL-
JKHUDXGLWRUWXUQRYHUUDWH8QOLNHSUHYLRXVZRUNVZHKDYHQRWIRXQGDQ\HYLGHQFH
regarding the relationship between auditor quality, auditor vulnerability, and the 
FOLHQW·VÀQDQFLDOVWDELOLW\)LQDOO\QRQHRIWKHVLWXDWLRQVJURXSHGLQWKHYDULDEOH
obstr has led to a disclaimer of opinion; we must conclude that the auditors did not 
SHUFHLYHDQ\VLJQRIODFNRIFRRSHUDWLRQIURPWKHÀUPV
2QWKHFRQWUDU\ WKHRGGVUDWLRDVVRFLDWHGZLWK WKHYDULDEOHpqual appears to be 
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certainties, therefore our variable pqual combines multiple circumstances that may 
KDYHOLWWOHUHODWLRQWRXQGHUO\LQJÀQDQFLDOGLVWUHVVVFHQDULRV0RGLÀHGUHSRUWVDUH
PXFKPRUHIUHTXHQWLQ6SDLQWKDQLQWKH86EHFDXVH6SDQLVKODZDOORZVLVVXLQJ















but that they can be caused by transitory circumstances –such as an uncertainty– 
WKDWWKHFRPSDQ\PD\RYHUFRPHVXEVHTXHQWO\2QWKHFRQWUDU\UHFXUUHQWTXDOLÀ-




a simple emphasis paragraph and, in our opinion, this may be confusing to some 
H[WHQW$WOHDVWLQ6SDLQH[WHUQDOXVHUVXVXDOO\LQWHUSUHWDFOHDQUHSRUWDVDVLJQRI




ties could be underestimated or even go unnoticed if the information of the Annual 
5HSRUWLVQRWFRPSUHKHQVLYHHQRXJKRUGRHVQRWKLJKOLJKWWKHNH\SURFHGXUHVRU
underestimates the adverse scenarios. 
We haven’t found any evidence for the so-called VHOIIXOÀOOLQJSURSKHF\–the as-
VXPSWLRQWKDWWKHIDLOXUHLVFDXVHGE\WKHDXGLWRU·VRSLQLRQ²%HFDXVHRIWKHÀQDQ-
$SDUVLPRQLRXVPRGHOWRIRUHFDVWÀQDQFLDOGLVWUHVVEDVHGRQDXGLWHYLGHQFH
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cial logic, this hypothesis (in fact a post hoc, ergo propter hocLQIHUHQFHOHDGVWR




and to society when he or she reveals the uncertainties that may plausibly affect the 
business continuity; the general omission of these references could cause a moral 




independent variables are quantitative and qualitative measures directly derived 









is in line with previous results discussed in literature, but it can also be interpreted 
as a sign of collusion between auditors and their clients.
Given these results, it is not surprising that distressed companies have a tendency 
WRGLVUHJDUGWKHGHDGOLQHVIRUUHJLVWUDWLRQRIWKH&&$$DQGWKHDXGLWUHSRUWDQG
even to breach the mandatory external audit. This attitude must be interpreted as an 
H[WUHPHDWWHPSWWRSUHYHQWÀQDQFLDOLPEDODQFHDQGRUGLVFUHWLRQDODFFUXDOVEHLQJ
disclosed, and therefore corroborates auditor’s independence.
7KHORJLWPRGHODFKLHYHVDKLWUDWHRIRYHUXVLQJDVPDOOQXPEHURIH[WHUQDO
objective indicators; therefore, it strictly complies with the principle of simpli-
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0RGHOPXVWDOVREHHQKDQFHG WRVXSSRUW WKHHVWLPDWLRQRI LQWHUWHPSRUDO
RGGVDVSHFLÀFDWLRQRIWKHWLPHVWUXFWXUHRIÀQDQFLDOGLVWUHVVULVNPLJKWEHXVHIXO
to assess the severity of the imbalances, and to estimate the remaining time before 
they become irreversible.
References
$OWPDQ(  )LQDQFLDO UDWLRV GLVFULPLQDQW DQDO\VLV DQG WKH SUHGLFWLRQRI
FRUSRUDWHEDQNUXSWF\Journal of Finance 
DQG70F*RXJK(YDOXDWLRQRIDFRPSDQ\DVDJRLQJFRQ-
cern. Journal of Accountancy
$UQHGR/)/L]DUUDJDDQG66iQFKH]$MXVWHVGLVFUHFLRQDOHV\FRPSRU-
WDPLHQWRGHODXGLWRUHQHPSUHVDVHQSURFHVRGHIUDFDVR8QDDSOLFDFLyQDO
FDVRHVSDxROXIII Conference of AECA. Available from: http://www.uv.es/
FDWHGUDDHFDZRUNVKRSÀOHVÀOHV63B$UQHGRB/L]DUUDJDB6DQFKH]SGI
%HDYHU:)LQDQFLDOUDWLRVDVSUHGLFWRUVRIIDLOXUH(PSLULFDOUHVHDUFKLQ




independence. Journal of Accounting Literature ²
%HOO7*5LEDUDQG-9HUFKLR1HXUDOQHWVYHUVXVORJLVWLFUHJUHVVLRQ$
FRPSDULVRQRIHDFKPRGHO·VDELOLW\WRSUHGLFWFRPPHUFLDOEDQNIDLOXUHV,Q
536ULYDVWDYDX Auditing Symposium Deloitte & Touche..DQVDV8QLYHU-
sity of Kansas. 6\PSRVLXPRQ$XGLWLQJ3UREOHPV
$SDUVLPRQLRXVPRGHOWRIRUHFDVWÀQDQFLDOGLVWUHVVEDVHGRQDXGLWHYLGHQFH
169Contaduría y Administración 58 (4), octubre-diciembre 2013: 151-173
%HVVHOO0$$QDQGDUDMDQDQG$8PDU,QIRUPDWLRQFRQWHQWDXGLWUH-
ports and going-concern. An Australian study. Accounting and Finance 

%OD\$ ,QGHSHQGHQFH WKUHDWV OLWLJDWLRQULVNDQGWKHDXGLWRU·VGHFLVLRQ
process. Contemporary Accounting Research 
%XVKPDQ7DQG'&ROOLQV8QFHUWDLQW\DERXWOLWLJDWLRQORVVHVDQGDXGL-
WRU·VPRGLÀHGDXGLWUHSRUWVJournal of Business Research
%XWOHU0$-/HRQHDQG0:LOOHQERUJ$QHPSLULFDODQDO\VLVRIDXGLWRU
reporting and its association with abnormal accruals. Journal of Accounting 
and Economic 
&DUFHOOR-9DQG=93DOPURVH$XGLWRUOLWLJDWLRQDQGPRGLÀHGUHSRUWLQJ
RQ EDQNUXSW FOLHQWV Journal of Accounting Review  6XSS 6WXGLHV RQ
$FFRXQWLQJ)LQDQFLDO'LVFORVXUHVDQGWKH/DZ
'5+HUPDQVRQDQG7/1HDO$XGLWRUUHSRUWLQJEHKDYLRU
ZKHQ*$$6ODFNVSHFLÀFLW\WKHFDVHRI6$61RJournal of Accounting 





ties. An empirical analysis. Accounting & Business Research
'RGG 3 1 'RSXFK: +ROWKDXVHQ DQG 5 /HIWZLFK  4XDOLÀHG DXGLW 
RSLQLRQV DQG VWRFN SULFHV LQIRUPDWLRQ FRQWHQW DQQRXQFHPHQW GDWHV DQG
concurrent disclosures. Journal of Accounting and Economics
'RSXFK15+ROWKDXVHQDQG5/HIWZLFK3UHGLFWLQJDXGLWTXDOLÀFDWLRQV
ZLWKÀQDQFLDO DQGPDUNHWYDULDEOHVThe Accounting Review  

Carlos Piñeiro Sánchez, Pablo de Llano Monelos y Manuel Rodríguez López
170 Contaduría y Administración 58 (4), octubre-diciembre 2013: 151-173
(OOLRW-6XEMHFWWRDXGLWRSLQLRQVDQGDEQRUPDOVHFXULW\UHWXUQV2XWFR-
mes and ambiguities. Journal of Accounting Research
)HOOLQJKDP - DQG 3 1HZPDQ  6WUDWHJLF FRQVLGHUDWLRQV LQ DXGLWLQJ 
Accounting Review
)UDQFLV-DQG-.ULVKQDQ$FFRXQWLQJDFFUXDOVDQGDXGLWRUUHSRUWLQJFRQ-
servativism. Contemporary Accounting Research 
*ULFH-6DQG07'XJDQ7KHOLPLWDWLRQRIEDQNUXSWF\SUHGLFWLRQPR-
GHOV6RPHFDXWLRQVIRUWKHUHVHDUFKHUReview of Quantitative Finance and 
Accounting
+HUERKQ.$QG95DJXQDWKDQ$XGLWRUUHSRUWLQJDQGHDUQLQJVPDQDJH-
ment. some additional evidence. Accounting & Finance 
+LOOLQVRQ:DQG&3DFLQL$XGLWRUUHSXWDWLRQDQGWKHLQVXUDQFHK\SRWKH-
VLV7KHLQIRUPDWLRQFRQWHQWRIGLVFORVXUHVRIÀQDQFLDOGLVWUHVVRIDPDMRU
DFFRXQWLQJÀUPJournal of Managerial Issues 
+RSZRRG: -0F.HRZQ DQG -0XWFKOHU $ WHVW RI WKH LQFUHPHQWDO
H[SODQDWRU\ SRZHU RI RSLQLRQV TXDOLÀHG IRU FRQVLVWHQF\ DQG XQFHUWDLQW\ 
Accounting Review
.HDVH\.DQG5:DWVRQ1RQÀQDQFLDOV\PSWRPVDQGWKHSUHGLFWLRQRI
small company failure. A test of argenti’s hypotheses. Journal of Business 
Finance and Accounting  
.LGD7$QLQYHVWLJDWLRQLQWRDXGLWRU·VFRQWLQXLW\DQGUHODWHGTXDOLÀFDWLRQ
judgements. Journal of Accounting Research
.LP+DQG66RKQ6XSSRUWYHFWRUPDFKLQHV IRUGHIDXOWSUHGLFWLRQRI
60(V EDVHG RQ WHFKQRORJ\ FUHGLWEuropean Journal of Operational Re-
search
.ULVKQDQ-DQG-.ULVKQDQ7KHUROHRIHFRQRPLF WUDGHRIIV LQ WKHDX-
dit opinion decision. an empirical analysis. Journal of Accounting, Auditing 
and Finance
$SDUVLPRQLRXVPRGHOWRIRUHFDVWÀQDQFLDOGLVWUHVVEDVHGRQDXGLWHYLGHQFH
171Contaduría y Administración 58 (4), octubre-diciembre 2013: 151-173
/HQQR[&'RFRPSDQLHVVXFFHVVIXOO\HQJDJHLQRSLQLRQVKRSSLQJ"(YL-




DQG5:XQGHUOH 7KH LQIRUPDWLRQ FRQWHQWRI DXGLW TXDOLÀFDWLRQV
Auditing. A Journal of Practice & Theory
0DUWLQ'(DUO\ZDUQLQJRIEDQNIDLOXUHJournal of Banking and Finance 

0DWVXPXUD ( . 6XEUDPDQ\DP DQG 5 7XFNHU  6WUDWHJLF DXGLWRU 




A Journal of Practice & TheoryVXSS
0HQVDK<0$QH[DPLQDWLRQRIWKHVWDWLRQDULW\RIPXOWLYDULDWHEDQNUXSWF\
prediction models. Journal of Accounting Research
0HVVLHU:DQG-+DQVHQ,QGXFLQJUXOHVIRUH[SHUWV\VWHPVGHYHORSPHQW
$Q H[DPSOH XVLQJ GHIDXOW DQG EDQNUXSWF\ GDWDManagement Science 34 

2KOVRQ-)LQDQFLDOUDWLRVDQGWKHSUREDELOLVWLFSUHGLFWLRQRIEDQNUXSWF\
Journal of Accounting Research 
3HHO0'3HHODQG33RSH3UHGLFWLQJFRUSRUDWHIDLOXUHVRPHUHVXOWVIRU
WKH8.FRUSRUDWHVHFWRURPHJD. The International Journal of Management 
Science 
3R]XHOR-*/DEDWXWDQG(9HUHV$QiOLVLVGHVFULSWLYRGHORVSURFHVRV
de fracaso empresarial en microempresas mediante técnicas multivariantes. 
Revista Europea de Dirección y Economía de la Empresa 
Carlos Piñeiro Sánchez, Pablo de Llano Monelos y Manuel Rodríguez López
172 Contaduría y Administración 58 (4), octubre-diciembre 2013: 151-173
5RELQVRQ '  $XGLWRU LQGHSHQGHQFH DQG DXGLWRUSURYLGHG WD[ VHUYLFH
(YLGHQFH IURP JRLQJFRQFHUQ DXGLW RSLQLRQV SULRU WR EDQNUXSWF\ ÀOLQJV 
Auditing: A Journal of Practice & Theory
5RGUtJXH]03GH/ODQRDQG&3LxHLUR%DQNUXSWF\SUHGLFWLRQPRGHOVLQ
JDOLFLDQFRPSDQLHV$SSOLFDWLRQRISDUDPHWULFPHWKRGRORJLHVDQGDUWLÀFLDO
intelligence. International Conference on Applied Business & Economics 
,&$%(&RUXxD
5RVH36:7$QGUHZVDQG*$*LURX[3UHGLFWLQJEXVLQHVVIDLOXUHD
macroeconomic perspective. Journal of Accounting, Auditing and Finance 

5XL] ( DQG1*yPH] $QiOLVLV HPStULFR GH ORV IDFWRUHV TXH H[SOLFDQ
ODPHMRUDGH ODRSLQLyQGHDXGLWRUtD&RPSUDGHRSLQLyQ\PHMRUDHQ ODV
SUiFWLFDV FRQWDEOHV GH OD HPSUHVD Revista Española de Financiación y 
Contabilidad 
6DUNDU 6 DQG 5 6ULUDP  %D\HVLDQ PRGHOV IRU HDUO\ ZDUQLQJ RI EDQN 




FKDQJHVE\ÀUPVDSSURDFKLQJEDQNUXSWF\Auditing: A Journal of Practice 
& Theory 
6HUUDQR & DQG %0DUWtQ GHO %UtR  3UHGLFFLyQ GH OD TXLHEUD EDQFDULD 
PHGLDQWH HO HPSOHR GH UHGHV QHXURQDOHV DUWLÀFLDOHVRevista Española de 
Financiación  y Contabilidad 
6LPXQLF' $XGLWLQJ FRQVXOWLQJ DQG DXGLWRU LQGHSHQGHQFH Journal of 
Accounting Research²
6XQ-DQG+/L)LQDQFLDOGLVWUHVVHDUO\ZDUQLQJEDVHGRQJURXSGHFLVLRQ
PDNLQJComputers & Operations Research 
$SDUVLPRQLRXVPRGHOWRIRUHFDVWÀQDQFLDOGLVWUHVVEDVHGRQDXGLWHYLGHQFH
173Contaduría y Administración 58 (4), octubre-diciembre 2013: 151-173
7HRK6$XGLWRULQGHSHQGHQFHGLVPLVVDOWKUHDWVDQGWKHPDUNHWUHDFWLRQ
to auditor switches. Journal of Accounting Research
7XFNHU55DQG(00DWVXPXUDGoing concern judgements. An eco-
nomic perspective. Behavioral Research in Accounting
9HQXWL( 7KHJRLQJFRQFHUQDVVXPSWLRQUHYLVLWHG$VVHVVLQJDFRPSD-
ny’s future viability. The CPA Journal
